
PEESOHAL m > 
CONFIDENTIAL August 5* 19US 

Dear Senator Tobey s 

Mr* Socles asked Bid to send you by 
special messenger the attached three memoranda. 
One i s a commentary on the House b i l l proposal 
covering member bank reserve requirements! the 
second deals with the gold reserve requirements 
of Federal Reserve Banks; and the t h i r d l i s t s 
some of the already existing discriminations 
under which member banks labor* 

Mr* Eccles part icular ly asked me to 
say that he i s not altogether sat isf ied with 
these memoranda as they do not make as vigorous 
a case as might be made, but he was so pressed 
f o r time that he did not have an opportunity to 
do more* 

Sincerely yours, 

E l l i o t t Thurston, 
Assistant to the Board* 

The Honorable Charles W* Tobey, 
Chairman, Banking and Currency Cosaaittee, 
United States Senate, 
Washington, D* C* 

Enclosures 3 
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(Comment on b i l l ' s p roposa l f o r i n c reas ing go ld reserve 8 / 5 A 8 

requi rements o f f e d . Res. Banks) 

Bestoration of the previous ra t io of required gold cer t i f ica te 

reserves held by Federal Beserve Banks of 140 per cent against Federal 

Beserve notes and 35 per eent against Federal Beserve Bank deposits 

would make no contribution whatever to the f ight against in f la t ion . I t 

would not s te r i l i se new acquisitions of gold nor would i t give the Federal 

Beserve System any additional powers to curb inf lat ionary expansion of 

b«tnk credi t . Furthermore, I t would handicap the System's a b i l i t y to 

maintain s t a b i l i t y of the Government securities market by support of 

tha t market. 

I f Reserve Banks were to be prevented by this device from 

issuing currency and aenber banks were thus unable to supply currency to 

t h e i r customers, i t would precipi tate the kind of money panic *hich 

the Federal Be serve System was created to prevent. Likewise, i f the 

Federal Beservs System, because of an a r t i f i c i a l l imi ta t ion , wer$ unable 

to support the Government bond market, the results could w e l l be 

demoralising i n the eoonoiay as a whole* 

Although the Reserve System as a whole has gold cer t i f i ca te 

reserves i n excess of the proposed higher requirement, there i s considerable 

var ia t ion among individual Federal Beserve Banks* I f the higher require-

ment were restored, some Federal Reserve Banks would have a deficiency, 

others would be close to the necessary operating margin, while s t i l l 

others would have a large excess* The reserve position of the individual 

Federal Beserve Banks is constantly changing Y&th seasonal and other 

movements of funds i n the economy* 
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Expansion or contraction of Beserve Bank orodit should be 

determined by the needs of the eeonoasy and not by tba amount of gold 

cert i f icates itfiioh Reserve Banks happen to have, which in turn ia 

contingent upon international movements of gold* 

I t ie already within the System's power to invoke drastic 

c r e d i t cont ro l measures. Ibe System h*e rejected auoh a course because of 

the possible disastrous e f f ec t s on the en t i re f i n a n c i a l situation of the 

country* 
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BAYirj 
8 / 5 A 8 

Comment on tbo Proposed Federal Bsserve Authority 
to Increase Temporarily the Reserve Requirements 

of Hsmber Banks 

Additional Federal Reserve authority to increase reserve require-

ments of commercial banks proposed i n the Bouse version of 8* J* Bee* 157 

l e l imi ted to 3 per cent of demand deposits and 1 per cent of time deposits 

for member banks* Furthermore, the authority to raise member bank reserve 

requirements by these percentages mould expire on March 3 1 9 i * 9 » Any 

change made i n reserve requirements under the authority would cease to be 

e f fect ive on this date* 

As an a n t i - i n f l a t i o n measure, th is provision of the House b i l l 

l e * deceit on the public* Considering the volume of Government securit ies 

held by the banks, which may be sold by them to the Reserve System at w i l l 

t o obtain addit ional bank reserves, even an authority to raise requirements 

by 10 per oent of demand deposits and k V e r cent of time deposits might 

not be enough to check excessive bank credit expansion* Government 

security holdings of member banks now amount to 3k b i l l i o n dollars. An 

authority to raise member bank requirements to 10 per oent and J4, per cent 

reepeotlvely would only enable the Reserve System to s t e r i l i s e bank salea of 

Government securit ies i n the amount of 9 b i l l i o n dollars. I f the System 

had to e t e r i l l s e purchases of Governmsnt securities from nonbank investors 

t o th is amount, a not inconceivable contingency, there would be no capacity 

available t o o f fset sales of Governmsnt securit ies by banka* Under the 

Bouse proposal, the System would only have authority to s t e r i l i s e temporaril 

lees than one-third of the 9 b i l l i o n s under the or ig ina l 10 and k f t cent 

proposal. 
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the House b i l l provision is objectionable also from the stsndpoint 

of i t s exclusion of nonmember banks from coverage under the reserve require-

ment authority* th is exclusion not only restr icts the ant i - inf lat ionary 

potency of the provision* weak as i t already is at a 3 and 1 per cent 

maximum authority, but i n addition introduces a further discrimination 

against membership i n the Beserve System* Legislative discriminations 

against Federal Beserve membership are already numerous* and reserve 

requirements are one of the most Important of them* Exercise by the 

System of this alleged ant i - inf lat ionary authority* i f enacted* would be 

ef fect ive ly blocked by inevitable adverse effeete upon System membership* 

This provision of the House b i l l appears to be more a deliberate measure 

to weaken the Federal Beserve System than a measure to strengthen I t s 

a b i l i t y to restrain further inf lat ionary expansion of bank credit . 
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S mm o f the More I m p o r t a n t Handicaps t ipcn Member a 
o f t h o Federal Beserve System as Goapared w i t h 

Koraaeiabera • 

1* Seserve requ i rements a r e ©ore onerous f o r member banks 
than f o r acmataaber banks* Kmber banks are r e q u i r e d t o c a r r y c e r t a i n 
percentages o f t h e i r demand and t i » e depos i t s r e s p e c t i v e l y i n non-
i n t e r e s t bear ing balances w i t h t he Federal Reserve Banks* A p a r t trcm 
these r e q u i r e d reserve ba lances, saesaber banks have t o c a r r y w a i t oash 
t o meet depos i t w i t hd rawa l s and some balances w i t h correspondent banks, 
none o f whiob can be counted i n f u l f i l l m e n t o f s t a t u t o r y reserve r e -
qui rements* Womaember bank reserve requi rements n o t o n l y s a y be lower 
i n amount b u t Bay u s u a l l y c o n s i s t o f v a u l t oash and balances c a r r i e d 
w i t h c i t y correspondents* who may render se r v i ces t h a t a re n o t a v a i l -
ab le a t f ede ra l Heserve Banks* I n a w e i ns tances and t o some 
e x t e n t reserves o f ncsrae&ber banks iaay be i n v e s t e d I n U n i t e d S t a t e * 
Government and o the r s p e c i f i e d s e c u r i t i e s * To a cons ide rab le ex ten t , 
t h e r e f o r e , nonmenber banks receive d i r e c t o r i n d i r o o t ootapensatiGn f o r 
a s u b s t a n t i a l p a r t o f t h e reserves wh ich they a re r e q u i r e d t o o a r i y 
t inder S ta te law* 

2* Hons* era bor banks may rece i ve immediate c r e d i t f o r checks 
c l e a r e d through t h e i r correspondent banks, whereas c r e d i t t o member 
banks f o r checks c l e a r e d th rough Federa l {reserve Banks »ay be de fe r red 
f r e e 1 t o 3 days tor o u t - o f - t o w n i teste* 

U m b e r banks a r e p r o h i b i t e d from charg ing exchange on 
cheoks rece i ved f ro® f e d e r a l Reserve Brake f o r c o l l e c t i o n and t h e r e f o r e 
a ro d e p i i v e d o f revenue wh ich m igh t o the rw ise be ob ta ined from t h i s 
source* Uany S ta tes p e r m i t such charges t o be Bade and there a re a t 
l e a s t 2 ,000 S ta te banks t h a t sake such charges r e g u l a r l y * Member banks 
a r e a t a c o m p e t i t i v e d isadvantage p a r t i c u l a r l y as compared w i t h some 
nonmaaber banks i n t h e i r dea l i ngs w i t h coun t r y bank correspondents be-
cause nonaeiaber banks may f o l l o w a p r a c t i c e o f absorb ing exchange 
charges f o r t h e i r oustcomrs, whereas member banks a re n o t pe rm i t t ed t o 
do t o * 

tn most S t a t e s , 1hose hav ing a p o p u l a t i o n o f a m i l l i o n o r 
a o r e , * n a t i o n a l o r S t a t e member bank » u a t have a minimum c a p i t a l o f 
$500,000 i n o r d e r t o xaalnta in a branch o u t s i d e the c i t y i n whtoh i t l a 
l o c a t e d * I h i a l a n o t r e q u i r e d o f nomceber banks* Even where branches 
a r e n o t i n v o l v e d sdnisaus requireasonts f o r c a p i t a l a re f r e q u e n t l y l eaa 
f o r ncnaeaber banks than f o r member banks* 

5* There are much greater ftederal restrictions m investments 
and loans of national and State jaeraber banks than i n the case of non-
aewber banks* 

6* There are certain Federal restrictions on holding companies 
and interlocking directorate* which are not applicable where only »<*»«*-
bar banks ar t involved* 
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7« Any S ta te ncmaewber banldf l a Area t o choose whether 
i t s depos i ts s h a l l be insured by the Federal Deposit Insurance 
Corporat ion and t he re fo re can save the subs tan t i a l cost o f the. 
asses&asnta f o r such insurance bu t member banks have no such choice. 
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FEBSOH&L ABD 
COHFIDENTIAL August 17, 19UB 

My dear Senator: 

In accordance with our telephone conversation, 
Z am enclosing additional copies of the three memoranda 
you desire to have; one on the House b i l l ' s proposal 
covering member bank reserves j the second on that b i l l ' s 
proposal for increasing gold reserve requirements of Fed* 
eral Beserve Banks; and Hie th ird enumerating some of the 
discriminations which already handicap member banks of 
the Beserve System. 

Hay X take this occasion to say again how much 
I appreciate your expressions of friendship and confidence 
and to rei terate my earnest hope that you w i l l carry on i n 
the extremely important place you now occupy* Likewise I 
appreciate, of course, your reference to ny own position* 
You w i l l not think i t presumptuous cm my part , I t rust , i f 
I say that i n case you see f i t to mention the subject as 
you suggested, you make clear that the suggestion originated 
with you and not with &e« You w i l l understand, I am sura, 
that I would not wish to seem to be i n the position of seek-
ing any preferment for syself * 

the Honorable Charles IT* Tobey, 
Chairman, Banking and Currency Committee, 
United States Senate, 
Washington, D» C* 

Enclosures 3 

Sincerely yours 9 

U. S. Eccles 
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